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There are two kinds of acceptances — Trade 
Acceptances and Bank Acceptances. 

Trade Acceptances 

In Great Britain and in the countries of 
Continental Europe practically every com- 
mercial transaction is financed by means of 
a time draft. If the buyer of the merchan- 
dise finds the draft in order he writes across its 
face the word "ACCEPTED*', signs his name, 
and returns the draft to the seller who, if he 
desires, can discount it in his bank. It then 
becomes a trade acceptance — a sound, cir- 
culating medium of finance that commands a 
low interest rate. 

Advantages of the Trade Acceptance 

Acceptances broaden the buying field of the 
merchant. By means of a letter of credit 
from his bank to the effect that, imder cer- 
tain conditions and up to a certain agreed 
figure, it will accept all bills drawn for his ac- 



count, he is able to make his purchases advan- 
tageously, even in markets where he is un- 
known. His credit is thus enhanced. 

Trade Acceptances and Open Accounts 
In the United States, the trade acceptance 
system is growing but the purchase and sale 
of goods is still mostly on open account. 

Some buyers object to the trade acceptance 
because they consider it a promissory note, 
and certain sellers hesitate to urge the use of 
acceptances for fear of losing trade. The ac- 
ceptance, however, enables the seller to 
handle his business at a smaller operating cost 
and therefore to sell at lower prices without 
decreasing his profits, an advantage which no 
buyer could fail to see. 

Some Defects of Open Accounts 
The open account system, with its indefi- 
nite time of payment, is a business habit with 
many disadvantages. Its first defect is that 
it forces the seller to carry the financial bur- 
den of the buyer and that the open account 
ties up the seller's invested or borrowed capi- 
tal for an indefinite period. The trade ac- 
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ceptance is everything that the open account 
is not. The trade acceptance does not lessen 
the advantage of the buyer. He obtains his 
credit for a definite instead of an indefinite 
time. It is of service to the seller, for he can 
take the acceptance to his bank and discount 
it at a lower rate than is accorded to any other 
commercial paper. The bank — ^not the seller 
—carries the credit, and all parties to the 
transaction are placed on an equitable basis. 

Open Accounts Slow and Uncertain 
As assets, open accounts are neither quick 
nor sure. They are generally slow and un- 
certain of realization. Even the best of them 
are seldom negotiable for more than 60% of 
their face value. In the form of eligible trade 
acceptances, open accounts can be fully con- 
verted into cash at a better rate than is com- 
manded by promissory notes. With the ad- 
vent of the acceptance, the promissory note 
is becommg merely an auxiliary of business. 

Other Disadvantages 

Another defect of the open account system 
is the ease with which payment can be put 
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off. If it becomes necessary to sue in order 
to collect, the correctness of the book entries 
must first be proved. The buyer thereupon 
may raise objections and cause much delay. 
The trade acceptance is an acknowledgment 
of the receipt of the goods, and a proof of the 
validity of the debt. 

The open accoimt is costly. The expense 
involved in collecting slow accounts, in pay- 
ment extensions, in the return of goods, in 
the abuse of sale terms, in trade discounts, and 
in the assignment of accounts receivable — ^all 
characteristic of the open account system — 
constitutes, in the aggregate, a heavy tax on 
business. 

All these disadvantages are eliminated by 
the use of the trade acceptance. It gives 
stability to commercial credit and transforms 
deferred obligations into definite assets and 
liabilities. 

^ The Basis for Acceptances 

In the countries abroad, where bills of ex- 
change and acceptances have reached their 
highest development as credit instruments 
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and circulating mediums, it has always been 
the rule that they shall be issued for com- 
mercial purposes or against actual business 
transactions. 

Bill of Exchange Defined 

In the United States a similar system is 
authorized by the Federal Reserve Act. A 
bill of exchange is defined by a regulation of 
the Federal Reserve Board as "an uncon- 
ditional order in writing, addressed by one 
person to another, other than a banker, signed 
by the person giving it, requiring the person 
to whom it is addressed to pay in the United 
States, at a fixed or determinable future time, 
a sum certain in dollars to the order of a speci- 
fied person." 

Trade Acceptance Defined 

The Federal Reserve Board goes on to 
define the trade acceptance as "a bill of 
exchange drawn by the seller on the purchaser 
of goods sold, and accepted by such pur- 
chaser." 
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Eligibility 

"To be eligible for purchase," the regula- 
tion continues, "the bill must have arisen out 
of an actual commercial transaction, domestic 
or foreign; that is, it must be a bill which has 
been issued or drawn for agricultural, indus- 
trial or commercial purposes or the proceeds 
of which have been used or are to be used for 
the purpose of producing, carrying or market- 
ing goods in one or more of the steps of the 
production, manufacture or distribution." 

Other Requirements 

Finally, to be eligible, "the bill, which must 

have a maturity at time of purchase of not 

more than three months, exclusive of days of 

grace, must have been drawn under a credit 

opened for the purpose of conducting, or 

settling accounts resulting from, a transaction 

or transactions involving — 

"The shipment of goods between the 
United States and any foreign country or be- 
tween the United States and any of its de- 
pendencies or insular possessions, or between 
foreign countries ; or 
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"The shipment of goods within the United 
States, provided the bill at the time of its ac- 
ceptance is accompanied by shipping docu- 
ments; or 

"The storage within the United States of 
readily marketable goods, provided the ac- 
ceptor of the bill is secured by warehouse, 
terminal, or similar receipt; or 

"The storage within the United States of 
goods which have been actually sold, pro- 
vided the acceptor of the bill is secured by 
the pledge of such goods. 

The word "goods," as used by the Federal 
Reserve Board, is construed by it to include 
goods, wares, merchandise, and all agricul- 
tural products, including live stock. 

Domestic Acceptances 

The regulations which govern American 
use of acceptances today are based on the 
latest amendment to the Federal Reserve 
Act. This amendment, passed September 7, 
1916, has extended the use of acceptances into 
a new field — so far as the United States is 
concerned — ^that of purely domestic trans- 
actions. It has widened enormously the 
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scope and usefulness of the acceptance as a 
credit instniment and a circulating medium 
in American trade. 

Amounts Most in Demand 

On the London market it has been the rule 
for some years to limit the amount of single 
acceptances to £5,000. The reason for this 
is that acceptances of £5,000 and less are 
more quickly negotiable than are those of 
larger denominations. In the New York 
market — ^while the London practice is being 
followed to some extent — ^acceptances in 
denominations of $5,000 or less are most in 
demand. 
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Bank Acceptances 

Definition 

A banker's acceptance is defined by a 
Federal Reserve Regulation as "a bill of 
exchange of which the acceptor is a bank or 
trust company, or a firm, person, company or 
corporation engaged in the business of grant- 
ing bankers' acceptance credits." 

How Acceptance Credit Is Extended 

In other words, a bank acceptance consists 
of the extension of the bank's credit to a 
customer. In this operation, the bank, for a 
consideration, permits the customer to use the 
bank's credit. This credit may be either 
seciu'ed or imsecured, depending entirely upon 
the business, character, and financial respon- 
sibility of the applicant. 

Creating a Documentary Bill 

A Bank accentance may be created as 
follows: 

Richard Brown, in New York, buys of 
John Doe, in Galveston, a quantity of mer- 
chandise. In order to reimburse John Doe 
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in a convenient manner, Brown arranges with 
his bank in New York to accept, on presenta- 
tion, the drafts of John Doe with documents 
attached. Doe thereupon, under the terms 
of the sale, draws on the bank, which accepts 
the drafts, taking possession of the docu- 
ments. The draft drawn by Doe on the 
bank becomes a bank acceptance. TTien 
ensues a credit operation between the bank 
and Richard Brown to determine what dis- 
position is to be made of the dociunents and 
upon what terms the bank will surrender 
them. (It must be borne in mind that the 
bank is primarily Uable upon its acceptance, 
and that the security for its acceptance is the 
merchandise, which is the basis for the trans- 
action.) This adjustment is easily made. 
The bank having agreed to pay the draft 
when it is due. Brown undertakes to provide 
the bank with funds for that purpose prior to 
the maturity of the acceptance. 

Commercial Credit Bills 
The foregoing case describes a documentary 
bill. Another form of acceptance is created 
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when the customer draws his own draft 
directly on the bank, and the bank accepts it 
for payment at a future time. Such an ac- 
ceptance would be called a commercial credit 
bill and might be secured by warehouse re- 
ceipts or other collateral, or simply by the 
general credit of the customer. 

The Difference Between a Bank^s Acceptance 
and Its Promissory Note 

When a Federal Reserve member bank 
accepts a draft or bill of exchange drawn 
against it, it enters into a contract sub- 
stantially similar to that of the maker of 
a note, according to the opinion of counsel 
authorized for publication by the Federal 
Reserve Board in the December, 1916, 
Federal Reserve Bulletin. The maker of a 
note assumes a similar obligation, so that 
while the form of the instrument diflPers, 
the legal effect is the same. The use of a 
bank's acceptance, however, differs from the 
use of its promissory note. When a bank 
accepts a draft or bill of exchange for one of 
its customers, it merely lends its credit re- 
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sponsibility to its customer in order that he 
may procure the funds elsewhere. The 
holder of a bank's acceptance has the same 
legal rights against the bank as the holder 
of a bank's promissory note or bill payable, 
but banks are not authorized to use their 
acceptance power for the purpose of borrow- 
ing money for their own use. They are 
specifically limited by the terms of the Act to 
the acceptance of drafts or bills of exchange — 

(a) Which grow out of transactions in- 
volving the importation or exportation of 
goods; 

(b) Which grow out of transactions in- 
volving the domestic shipment of goods; 

(c) Which are secured at the time of ac- 
ceptance by a warehouse receipt or other 
document conveying or securing title cover- 
ing readily marketable staples; 

(d) Which are drawn upon it * * * 
by banks or bankers in foreign coimtries 
* * * for the purpose of furnishing 
dollar exchange, as required by the usages 
of trade in the respective countries. 
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Advantages of the Bank Acceptance 

The acceptance system offers certain dis- 
tinct advantages, not only to merchants but 
also to the banks through which they deal. 
Briefly, this is because the acceptance lique- 
fies slow accounts — often termed "frozen 
credit/* The specific advantages may be sum- 
marized as follows : 

The use of acceptances makes it possible 
for trust companies and banks to finance 
legitimate business transactions of their cus- 
tomers properly and conveniently. 

Banks having surplus money which cannot 
readily be employed at the time can invest 
it in prime acceptances, which can either be 
held until maturity or be sold in the open 
market, should such action be necessary. 

Because of their ready marketability, ac- 
ceptances of well known institutions will be 
sought more and more as short-term invest- 
ments and will be especially valuable as such. 

Markets for Acceptances 

Banks and trust companies can secure defi- 
nite additional profits by accepting for a com- 
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mission the paper issued by their customers. 
It can then be disposed of either through the 
Federal Reserve Banks or in the New York 
acceptance market, which is composed of 
bankers and brokers dealing in acceptances. 
In New York, where the largest open market 
for discounts has been established, most of 
the business is a matter of trading. One 
banker or broker calls up another and offers or 
inquires for a certain volume and kind of 
acceptances; for instance, "$100,000 Guar- 
anty Trust." In London the method of pro- 
cedure is similar, but in Paris and Berlin the 
buying and selling are done in an established 
exchange which fixes the discount rates. 

Selling Direct to Banks 

Another way for a bank to dispose of its 
acceptances is to sell them direct to one of its 
correspondents. To make bank acceptances 
attractive to investors and to avoid collection 
charges, they should be made payable at the 
New York bank correspondent of the accept- 
ing bank. 
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Protection 

With the increasing use of bank accept- 
ances, and a close scrutiny of the names and 
amounts appearing on commercial paper, 
credit-extending banks will have a knowl- 
edge of relations between borrowers and 
other institutions that will protect both 
banks and borrowers from over-extensions of 
credit. 

Security of the Highest Class 

The standing and credit of the accepting 
bank make the paper it accepts a security of 
the highest class. The bank acceptance at 
once eliminates the necessity and trouble of 
investigating the drawer or the endorsers, as 
the primary responsibihty rests with the 
accepting bank. If its credit is good, all 
other names on the paper are of secondary 
importance. 

iVeic; York State Banking Law 

The New York State Banking Law permits 

greater latitude than does the Federal Reserve 

Act. In New York, state banks and trust 

companies may issue acceptances without 
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security and without reference to the expor- 
tation or importation of goods. 

Section 185, subdivision 10, of the New 
York State Banking Law relating to trust 
companies, and Section 106, subdivision 2, 
of the New York State Banking Law relating 

to state banks, permit them 

"To accept for payment at a future date 
drafts drawn upon it by its customers, and 
to issue letters of credit authorizing the hold- 
ers thereof to draw drafts upon it or its cor- 
respondents, at sight or on time, not exceed- 
ing one year." 

Section 190 of the New York State Bank- 
ing Law, subdivision "B," relating to trust 
companies, and Section 108 of the same Bank- 
ing Law, subdivision "C," relating to state 
banks, provide, substantially, that in con- 
nection with acceptances the total liabilities 
to the accepting institution, of any individ- 
ual, partnership, imincorporated association, 
or of any other corporation or body politic, 
may equal, but not exceed, in the case of 
state banks, 40 per cent., and in the case of 
trust companies, 25 per cent., of the capital 
and surplus of such accepting institution, 
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providing such liabilities are upon drafts or 
bills of exchange drawn in good faith against 
actually existing values^ or upon commercial 
or business paper actually owned by the per- 
son negotiating the same to such accepting 
institution, and are endorsed by such person 
without limitation. 

Federal Reserve Act 

The amendment to the Federal Reserve 
Act, passed September 7, 1916, amending 
Section 13 of the Act, in substance provides 
that in addition to the power of a Federal 
Reserve member bank to accept bills involved 
in the exportation or importation of goods, it 
may accept drafts or bills of exchange drawn 
upon it, having not more than three months' 
sight to run, exclusive of days of grace, 
drawn under regulations to be prescribed 
by the Federal Reserve Board, by banks 
or bankers in foreign countries or de- 
pendencies or insular possessions of the 
United States for the purpose of furnishing 
dollar exchange as required by the usages of 
trade in the respective countries, dependencies 
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or insular possessions. This kind of accept- 
ance is distinct from the acceptance involving 
the exportation or importation of goods. Its 
purpose is to furnish dollar credits. 

Restrictions on Member Banks 
The Federal Reserve Act does not permit 
national banks to accept without security, 
save for transactions involving the exporta- 
tion or importation of goods, and except in so 
far as dollar credits are concerned. Unsecured 
acceptances of state banks and trust compa- 
nies are not eligible for rediscount by Federal 
Reserve member banks; nor are such accept- 
ances of the Federal Reserve Banks eligible 
except in accordance with certain rules and 
regulations of the Federal Reserve Board. 
These rules and regulations, as at present 
framed, do not permit rediscoimt of unsecured 
acceptances unless they involve the exporta- 
tion or importation of goods, and acceptances 
furnishing dollar credits. 

Acceptances and Foreign Business 
In discussing acceptances and foreign busi- 
ness, Paul M. Warburg, Vice-Gpvemor of the 
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Federal Reserve 6oard> in the course of an 
address before the New York State Bankers 
Association on June 9, 191 6, said: 

'* It is a strange fact that many of our busi- 
ness men who enjoy the reputation of being 
keen and progressive are actually wasting 
their funds by still using foreign acceptance 
credits instead of American. At Bio de 
Janeiro I found to my siuprise that the ma- 
jority of American coffee importers were still 
using letters of credit in sterling for which 
they were paying a discount rate of about 4^ 
per cent.» as against the American discount 
rate of 2 per cent. Moreover, in doing so, 
they were often paying two conunissions, one 
to the foreign banker who issues, and one to 
the American banker who opens, the credit, 
instead of paying a single commission to the 
American banker. 

'^Let me venture to urge most earnestly 
that our bankers canvass their lists of im- 
porting and exporting firms and point out to 
them the folly of not using American banking 
facilities. ♦ ♦ ♦ 

'*Our machinery is now firmly organized. 
There are now local banks almost every- 
where abroad willing to buy American drafts 
going forward for acceptance, and to deal in 
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dollar exchange on practically the same nar- 
row margin which prevails in dealings in 
sterling, marks or francs, and the Federal Re- 
serve Banks are willing, whenever desired, to 
do their share by quoting 'favorable discount 
rates' to assure the rate of discount pending 
the time of transit. This new feature of 
American banking, which is to be one of the 
roots of our strength and, at the same time, a 
new source of profitable and sound banking, 
ought to be developed energeticaUy by both 
our bankers and our business men." 

Acceptances in International Trade 

The principal obstacle encountered by 
manufacturers in the United States who have 
desired to enter the export field has been their 
inability to grant the same long-term credit 
as could be granted by their competitors 
abroad. They have been accustomed, there- 
fore, to require payment in cash at New 
York against documents. The way out of 
this difficulty is to use the acceptance credit. 
The exporter thus avoids the necessity of 
locking up his capital. The credit which is 
required to enable the foreign importer to pay 
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for his goods is established by drawing, at 
sixty or ninety days' sight, on a New York 
accepting trust company or bank, the accept- 
ance being discounted by it at an agreed fixed 
rate. These acceptances, based principally 
on the commodities exported from this 
coimtry, form a valuable seciuity. This was 
particularly evidenced in London at the 
outbreak of the war, when acceptances 
amoimting to more than £500,000,000 were 
in circulation. The greater part of these 
have since been liquidated by the "self- 
liquidating" process; that is, by the sale of 
the commodity which formed the basis of 
the transaction, thus proving the soundness of 
the accepting business in general. 

Acceptance Business in the United States 

A significant indication of the growing 
interest in the acceptance business in this 
country is that, in various sections of the 
United States, specific acceptance informa- 
tion is constantly being sought from Federal 
Reserve Banks and from the trust companies 
making a business of accepting. 
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Beginnings of the Market in New York 

The acceptance business in the United 
States had its actual beginning shortly after 
thq outbreak of the European War. At that 
time, under the old state banking law, the 
Guaranty Trust Company of New York was 
the only institution in New York City accept- 
ing sterling drafts payable at a future date. 
When the London market had to restrict its 
acceptances, owing to the new conditions 
arising from the war, this Company immedi- 
ately began using dollar letters of credit. 

Growth of the New York Acceptance Market 

The difficulty at that time was the absence 
of a market for acceptances. At first, when 
bills were offered from abroad, drawn under 
the Guaranty Trust Company's letters of 
credit, that Company itself bid for them. 
Gradually other banks began bidding and this 
action resulted in lowered discount rates. 
Later, rates dropped still further until, at the 
beginning of 1915, the ruling rate was from 
3% to 33^%. About the same time the situa- 
tion began to clear in the American money 
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market. Bankers arid brokers were freely 

bidding for acceptancesy thus showing that 

a discount market was near at hand and that 

the only thing lacking was the acceptances. 

The Guaranty Trust Company suppKed this 

deficiency with its own acceptances. The 

market soon indicated that it could absorb 

more, and the result was that the discount 

rate fell to about 23^% . A number of brokers 

who saw the possibilities in this new line 

of business, advertised all over the country, 

recommendmg the purchase of acceptances. 

This was a great help to the development of 

the discoimt market. 

Volume of Acceptances 
of Trust Companies and Banks 

According to the combined statements of 
the report of December 27, 1916, the national 
banks of New York City showed customers' 
Uability on account of acceptances at $60,- 
218,800, as compared with $49,190,200, re- 
ported by the same banks on September 12, 
1916. 

The combined reports of trust companies 
in New York City, of November 29, 1916, 
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